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Loss for the six month period ending 
September 30th, 1974 amounted to $111,687 
or 7¢ per share. This compares with earnings 
of $9,643 or 1¢ per share for the 
corresponding period a year ago. Revenue 
stands at $407,736. Orders received during 
the period amount to $512,660 and the value 
of work on hand is $520,285 compared to 
$393,101 a year ago. 


The orders booked and the work on hand has 
steadily risen to the point where the Company 
is able to maintain operations without the 
need of Government Grants. 


The first towing system for the Government of 
Brazil was shipped last August and passed 
all of the stringent factory acceptance tests. 


Additional work on hand includes an 
important contract for the Royal Netherlands 
Navy for substantial modifications to their 
existing sonar equipment now incorporating 
Fathom patents. Another important contract 
received during this period was from the 
Royal Canadian Navy for the redesign of 
some existing equipment. 
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Consolida t (Unaudited) 
For the Six Months Ended September 30th, 1974 1974 1973* 
(With Comparative Figures for the Six Months Ended September 30, 1973) $ $ 
Revenue 6 407,736 ) 414,903" ) 
Costs Bae ee $ 
Manufacturing 388,450 345,554 
Administrative (includes interest expenses of $22,852 
in 1974, $22,269 in 1973) 138,472 120,923 
526,922 466,477 
Less recovery of costs — D.I.P. program 7,499 OtiZ ty 
Net cost 519,423 405,260 
(Loss) earnings _ (111,687) - 9,643 
Per share __$(0.07 07) __ $0.01 01 
*NOTE: The over-accumulation of revenue of $184,000 reported to the shareholders 
on February 21, 1974 largely occurred during this six month period in 1973. fope 
ee 6 ce uA ge 
Consolidated d St ent of chine sin Financial Rien rena 
For the Six Months Ended Sle 30th, 1974 ee) <: i cme IST ACS 


(With Comparative Figures for the Six Months Ended September 30-4973) _ Sees pe eee 


FUNDS WERE RECEIVED FROM: <4 
Issue of common shares 


FUNDS WERE APPLIED TO: 
Operations — 
Net loss (earnings) for the period ‘ 111,687 (9,643) 
Deduct (add) charges to operations 
not involving an outlay of working capital 


178,197 


Depreciation and amortization 26,700 (22,800) 

Funds applied to (received from) operations | 84,987 (32,443) 
Purchase of fixed assets 17,394 40,625 
Cost of patents x 1,479 10,040 
Reduction in long term debt Ne 4,058 2,738 

‘ Pet yS hed ere 

Total funds applied 107,918 20,960 

INCREASE (DECREASE) IN WORKING CAPITAL 70,279 (20,960) 
WORKING CAPITAL (DEFICIENCY), beginning of period (192,651) 95,750 


WORKING CAPITAL (DEFICIENCY), end of period a (122,372) 74,790 


FATHOM OCEANOLOGY LIMITED 


(Incorporated under the laws of Canada) 


To the Shareholders of 
Fathom Oceanology Limited 


Summary of Results 


Contracts received during the year were up nearly 
500% over 1973. A total of 54 contracts were written 
amounting to a value of $731,000. This compares 
with a total of 34 contracts worth $150,000 for 1973. 


Revenue from sales for the year rose by 45% to 
$641,000 from $441,000. 


The loss for the year of $246,540 or 21¢ a share 
compares with $29,250 or 2'/2¢ a share for 1973. 


Completed Contracts and Work in Progress 


The most significant orders were for a sonar 
dome-—the first of a new generation of sonar for the 
United States Navy frigate fleet; an oil and gas 
exploration towing system for Columbia Gas Inc. and 
a prototype modification kit to update the Royal 
Netherlands Navy variable depth sonar towing 
Capability. 


Work in the plant centred on the production of these 
units and upon the continued construction of the 
large systems for the Brazilian Navy ordered in 1971. 


Engineering contracts included project “Deeptow’”’ for 
the Government of West Germany: the ‘“Flits” system 
for small ships programmes and a further 
development project for the United States Navy on 
submarine antenna systems. 


Project “Deeptow” has three phases. The first is a 
design and feasibility study, the second detailed 
design and tooling and the third, actual construction. 
This is a very large project utilizing two Fathom 
systems mounted in tandem. The general 
arrangement is shown in the photograph of the model 
reproduced here. The feasibility study is finished and 
was presented by Fathom to the Ministry of Science 
of West Germany in Bonn in June 1974. Contracts for 
phases two and three are now being negotiated. 


The “Flits” system, or the Fathom Lightweight 
Integrated Towing System, is a further development 
of the standard Fathom System but modified for 


One of two systems ordered by the Brazilian Navy undergoing tests in the Port Credit plant on the Company's ship ocean 
simulator. 


below deck mounting and for use on small vessels 
with limited deck space. This system ties in closely 
with the requirements of the teaming agreement with 
the Bendix Corporation in the United States for the 
model -600B announced last year. This initial contract 
called for conceptual design work and this is now 
complete. 


The submarine antenna system for the United States 
Navy is also a multiphase project. Phase one, the 
feasibility study, was completed in the summer of 
1973. Phase two, the detailed design, was completed 
in June 1974. Phase three, which will be the 
production of the prototype, is now being negotiated. 


The value of the work on hand on April 1st, 1974 was 
$419,000. This compares with $579,000 on the same 
date in 1973. 


Financial Affairs 


There are three causes for the loss this year. They 
are: underaccrual of production against progress 
payments at a particular point in time on a major 
contract extending over more than a year’s duration; 


inflation of material and service cost in excess of 
estimates; and the fact that the company must bear 
the expenses of a highly skilled team of key 
personnel in all phases of the operation and its 
involvement with customers in many parts of the 
world. 


In spite of the most stringent controls some 
production problems will always be attendant. As for 
the inflationary trend, this is a problem of the times 
and the company has already instituted modified 
contract escalation clauses to safeguard it in future 
transactions. As for the expenses of key personnel 
there is little choice. These people are the heart of the 
business and the ever increasing cost of having them 
attend customers, especially those in Europe, is 
unavoidable. 


Progress towards better stability was made in the last 
year. The bar chart here shows a significant change 
in the company’s source of revenue in 1974 over 
previous years. 


Shareholders equity which shows a negative position 
at year end is based upon the conservative 


A model of project ‘Deeptow’ for the Ministry of Science of West Germany. It utilizes two Fathom Systems mounted in tandem. 


accounting procedure of writing off all development 
work in the year it is incurred. Consequently the 
“completed engineering designs” asset that appears 
on our balance sheet is shown at the nominal value of 
$1. It should, however, be understood that the value 
of the asset, which has been shared equally between 
Fathom and the Federal Government is in fact 
$1,120,000. 


These designs, developed and paid for in the 
production of early prototypes, and often causing 
losses to be recorded, are now being used again for 
profitable repeat business. The revenue accrued from 
this component of total revenue jumped 300% to 
$400,000 last year. 


Revenue from the sale of prototypes, that is newly 
designed equipment rather than repeat business, 
was slightly below last year’s figure. Government 
assistance, which the company received in 1972 
and 1973, dropped 66% to $75,000 from 
$227,000. 


The Outlook 


The long-term outlook for Fathom Oceanology Limited 
is good. Unless there is a world depression, it cannot 
be viewed any other way. The Company's product is 
known and accepted throughout the world by all who 
have need for its use. The company has several 
million dollars worth of tenders outstanding, many of 
which are expected to become orders. Getting these 
orders at a time to suit Fathom’s convenience is one 
of its major problems. There is little that Fathom can 
do that has not already been done to bring in this 
business more quickly than suits the customer's 
need. 


Until some of these orders are placed and the 
company can establish a broader base to balance 
fixed expenses, overall profits will continue to be 
elusive. 


Board of Directors 


The Board of Directors is pleased to welcome the 
appointment of Mr. Jack Nordin as a Director of the 
Company. In April 1974 the Industrial Development 
Bank acquired an equity position in Fathom 
Oceanology Limited and Mr. Nordin was elected as 
its representative. 


Staff 


In April 1974 the company replaced its Controller. Mr. 
D. W. Fairles, who was previously on the staff of the 


Gross Revenue in Thousands of Dollars. 


SOURCE OF REVENUE 


(Including government assistance) 
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From re-use of design assets. 


From sales of new prototypes. 


From government assistance. 


company’s auditors, now holds this key position as 
Treasurer and Financial Controller. 


The total number of staff at the close of the financial 
year was 32. In the five years that the company has 
been in business, a team of dedicated people has 
designed, produced, and sold, in an international 
market a product that is not available from any other 
source. This team is motivated by a belief that the 
technology and products it has created, have not 
only met objectives but have often performed beyond 
the expectations of the purchasers. To the people of 
this team, the Directors express their thanks. 


By order of the Board of Directors. 


eg: 


K. R. Olsen, 
President. 
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Assets 
CURRENT ASSETS: 


Short term Gepost. s a. Ax fy Pe Sas See SY we ee ee ae 
Accounts receivable (notes*3: anid OCA) Wa | 5.e nee eke coe foe te en eee 


Grants receivable from Government of Canada— 


Dal Poe(MOG ACY) xs es Sa eiel gs eis Ae Stee oe Bs Sia lec Sasha le 
ERR AAS Reese ges S'd o w Silo abe oellg ote thd Goa Genk, a Se 


Costs and estimated earnings in excess of 


billings:on, uncompleted: contracts: (note: 2) .2- 2 2h. ee ae eee ee ee 
laventory.-at lowerof cosi-andinet realizable Value 7.5... .. sae re eee ee 
Prepaid-expenses:and travel advanCes.2 2. ...ceuas sets = cei e eae 
Totalicurrent assets .. 2.3750 ...2e. aa eee ee 

FIXED ASSERS ANOS soy Wise. se saen a ete Arad in apeeeh et ech ce ee a ek: ee 


OTHER: 


Patents and patents pending aiamortized Cost (note 2). ...8. of.61 55) eee 
Completed engineering designs, at nominal value ........... 00... cece eee ee 


Rent GepOsitts ight ee cud ws ack cr a eer eee ch ke cea ern 


On behalf of the Board: 
K. R. OLSEN, Director 


R. L. |. FJARLIE, Director 


(See accompanying notes to Consolidated Financial Statements) 


Consolidated Balance 


1974 


$176,740 


TiASo 
7,500 


110,990 
41,435 


5,321 
353,125 
116,676 


$569,316 


1973 


$150,000 


12,682 


30,979 
73,154 


34,686 
43,910 
Shes eae 


360,333 
99,837 


84,417 
10,212 


94,631 


$554,801 


with comparative fi 


2et at March 31, 1974 
at March 31, 1973 


Liabilities and Shareholders’ Equity 


CURRENT LIABILITIES: 


ee CIS OLE CINE= SuMOLS a) ean weitwt nasa. oo cha Oe wh Hie her Bs ean dy RO Wa be aka 


Accounts payable and accrued charges 


Billings in excess of costs and estimated earnings on 


uncompleted contracts (note 2) 


Due to Ontario Development Corporation—export support loan (note 6(a)) 


12% convertible notes payable (note 6(b)) 
Employee income and other taxes payable 
Current portion of venture capital loan 


Total current liabilities 


NON-CURRENT LIABILITIES: 


12% convertible notes payable (note 6(b)) 


Due to Ontario Development Corporation—venture capital loan (note 6(a) ) 


Total non-current liabilities 
ees R a at ee sy (MOLE Wars dan tetas alte ut Wiceg hehe a He uduenetis ay sed Ju heute See 8 8 


SHAREHOLDERS’ EQUITY 
Share capital (note 7) 
Authorized: 


2,000,000 common shares without nominal or par value 


Issued: 


1,181,667 Common shares 
DSH itd State tne nic yeti ae Rh ae: hare mux aa hand Gee OO Rests RMR OM ed eet os heh oA 


Auditors’ Report 


To the Shareholders of 
FATHOM OCEANOLOGY LIMITED 


We have examined the consolidated bal- 
ance sheet of Fathom Oceanology Lim- 
ited and its subsidiary as at March 31, 
1974, and the consolidated statements of 
operations and deficit and changes in fi- 
nancial position for the year then ended. 
Our examination included a general re- 
view of the accounting procedures and 
such tests of accounting records and 
other supporting evidence as we consid- 
ered necessary in the circumstances. 


In Our opinion these consolidated finan- 
cial statements present fairly tne financial 


(Statement 1) 


1974 1973 
$156,715 $ 56,168 
nek reer 164,137 73247 

eee eee 56,698 as 

Naira. 151,507 fy. 857 
at eens Zs 6,000 
Ree re 9,063 4,733 
at wee 7,656 7,078 
ence 545,776 264,583 
oe eee 184,050 184,050 
Se eee 82,476 90,133 
eas 266,526 274,183 
= 12,480 
eer ae 512,622 512,622 
(755,608) (509,067) 
(242,986) 3,555 
$554,801 


$569,316 


position of the companies as at March 31, 
1974, the results of their operations and 
the changes in their financial position for 
the year then ended, in accordance with 
generally accepted accounting principles 
applied on a basis consistent with that of 
the preceding year. 


Toronto, Canada 
June 25, 1974 


CLARKSON, GORDON & CO. 
Chartered Accountants 
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Consolidated Statement of Operations and Deficit 


for the year ended March 31, 1974 
with comparative figures for 1973 


REVENUE 


COSTs: 
ManutaGturing’ wos. 05-2 de oe Me otal Anette hoe at at ca RO ne ee 
ACUIMUTHISTREIMG tes Praeg 7s o Mes Shed tt eng iki Sat Pini I ete ea 


Product design (note 4(b)) 


Interest—long-term 


Interest— short-term 


EESSIRECOVERYSOm COSiiSs— 
Grants from Government of Canada: 


D.I.P. program (note 4(a)) 


|.R.D.I.A. program 


Net costs 


NET LOSS FOR THE YEAR 


DEFICIT, BEGINNING OF YEAR 


DEFICIT, END OF YEAR 


NET LOSS PER SHARE 


(See accompanying notes to Consolidated Financial Statements) 


1974 


$641,086 


625,170 
218,850 
NAS 
29,915 
__ 18,083 


909,761 


(20,039) 


(2,095) 


887,627 


246,541 
509,067 


$755,608 


$ | 


(Statement 2) 


1973 


$440,788 


446,786 


212,689 


12,258 


697,72 


(187,537) 
(40,195) 
470,047 
29,259 
479,808 
$509,067 


$2025 


FATHOM OCEANOLOGY LIMITED 


(Incorporated under the laws of Canada) 


Consolidated Statement of Changes in Financial Position (Statement 3) 


for the year ended March 31, 1974 
with comparative figures for 1973 


1973 
FUNDS WERE RECEIVED FROM: 
mocceds (Om sora fOr iXed. ASSets: (MOLE-4(A)) iss c.aa dic a c< sau wale orwradn woke eM each 
Proceeds from Ontario Development Corporation venture capital loan 
ESS SCH OMSONOMOn MOON. sit 5 aoc: 4 pone Fas Sedislc oust Otthid'a mitted wed one _ 90133 
OtaN NIG SATeCo VCC mats amt eters han i ae ee ee et eT Ae Gem ade 102,430 
FUNDS WERE APPLIED TO: 
Operations — 
NSU NES OTES I ATE AY a TP Rede rag re el Wyte eee es nar asin a ne 246,541 29,259 
Less charges to operations not involving an outlay of working capital: 
Depreciation and amortization Of TIk€d ASSES oc kei cod Gv nw se dene ome aoa (43,349) (33,059) 
Amovizalion,.oipatentseand. patents pending: .. cate #2 ..4u heads eee ahs ces (9,726) (5,086) 
BUCS a Pied 10 (TeCeIveC IOI) ODCKATIONS 295) .2 vats. ee omy nuit fcxicda dene ow ws 193,466 (8,886) 
BS TUCUCH OlOnG tel Uebt (HOLS O(A)) acm «owl ow conc rowe gee miltuea She ewes ate sens T6071 6,000 
Bie se Onl CO ASSClS mC? are rr ty eas Gre Se EM ae ced be see aes 93,867 32,286 
SCO Parents. ANG4OaleMtS DENIGINIGH ss hy ab Aiie ct eeu te Wroete ab A Sets Ste ae A gat ee ees 14,610 15,208 
Purenase Of Mminonly. interest in SUDSICIanYy- (MOLE 1)! occ cca eek ee eRe ee ee ve 12,480 - 
HOvALMMOS ta WOU pee ty cee, tee ere we ON ee Pe rasa Sure 6 322,080 44,658 
(Decrease) increase in working capital during the year... 26.06.52 ev ei cece eee (288,401) (57,772) 
Changes in components of working capital: 
Increase (decrease) in current assets — 
SORTS NIUE SOO SI ere Rami gult OR ar are I tac PP eT hater etd RR ga San 9S, Wes cr core (150,000) 150,000 
ATOLLS HO CCIVADICS aA amcerec acl of, Ser eae ee ae ernie ee Em mca? 8 oe So 73,564 (AA 74) 
Uncompletedgicontracte;(Met): 2 ts Sc xy heos onto ete ee EEE ee 19,606 (59,764) 
CIRC eee cee ier Umea oe RRO oe RUMI Me ee om SE Wr AAA oe eee ee ae (7,076) 30,754 
___ (63,906) SB .2ie 
Increase (decrease) in current liabilities — 
Babi Cotece Souneet ee rte eo? arr Saat, Sivan wie A eanlnas Px 2a db cima oe oe ane aus 100,547 (73,030) 
HECOURLSHD AY AIG aMGracCCrueG-CMalrdes: .@ as + sais icleG.nin srdanah a aaa ets Pat 114,220 (105,961) 
Ontario Development CorpOratlOnhae |. cae ose Wa ins detention ws ta aegis a 9,728 124,435 
224,495 (54,556) 
(Decrease) increase in working capital during the year... 0.0.6.6. c ee dee ee eee (288,401) 57, ¢le2 
PO CAE WA OCOUMUNGO LV OAs. aici fa toy haestecrie pales a cidee hake eee aie yn. jor een Bate 95,750 37,978 
Pe nGING CAPITAL (DEFICIENCY), 6Ad Of VORB. 2256 cicicsas ease pie Diwatiaecete rane $ (192,651) ». 95,750 


(See accompanying notes to Consolidated Financial Statements) 
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Notes to Consolidated 
Financial Statements 
March 31, 1974 


1. Principles of consolidation 


The consolidated financial statements include the accounts of Fathom Oceanology Limited and its 

wholly-owned subsidiary Hale & Associates Limited. According to an agreement with certain of its 

shareholders, in September 1973 Fathom purchased the shares of Hale & Associates Limited it did 
not previously own for a cash consideration of $12,480. 


2. Accounting practice 


The general practice followed by the company for contract work is to record profits on contracts in 
progress by the percentage of completion method, giving full recognition to losses when they 
become known. In the case of contracts extending over one or more years, revisions in cost and 
profit estimates, which can be significant, are reflected in the accounting period in which the relevant 
facts become known. 


The accounting practice followed by the company for research and development costs, excluding 
costs of patents and patents pending, is to expense these items in the year. The company amortizes 
the cost of patents and patents pending in a systematic manner, the 1971 costs in proportion to 
projected sales over the-period to March 31, 1978 and subsequent additions evenly over 10 years. 


3. Bank indebtedness 


The bank loan is partially secured by a general assignment of those book debts not assigned to the 
Ontario Development Corporation. Reference is made to note 6 (a). 


4. Research and development 


(a) On February 24, 1972, the company contracted with the Government of Canada under the 
Defence Industries Productivity (D.I.P.) program to continue the design and development of its 
towing systems. The Department agreed to contribute 50% of defined expenditures by the 
company on this project before July 1974. This term has now been extended to June 1975. Under 
the terms of the contract the amount contributed by the Government shall not exceed $602,500, 
of which $20,039 (in respect of operating costs) has been reflected in the statement of operations 
in 1974 ($187,537 in 1973 and $311,169 in 1972) and $76,255 (in respect of fixed assets) has 
been reflected as a reduction in the cost of fixed assets on the balance sheet. While the 
Government is contributing these funds, in certain circumstances it can require partial or 
complete repayment of the grant. With Government approval, the company, rather than repaying 
the grants, can reinvest the funds in future development projects. 


(b) Effective April 1, 1973, the company contracted with the Government of Canada under the 
Program for the Advancement of Industrial Technology (P.A.|.T.) to undertake a specific project 
for the design of a new towing system. The government agreed to contribute 75% of defined 
expenditures (estimated to amount to $74,800) by the company on this project (but not more than 
$56,100), of which 25% represents a loan repayable on a royalty basis in the event of any sale of 
the fully-developed system. To March 31, 1974, the company had incurred costs on this project 
of $70,981 of which $53,238 has been recovered, resulting in a net cost in the year of $17,743. No 
portion of the P.A.I.T. grant has been reflected as a potential! liability because any sale of the 
fully-developed system is uncertain at this time. 


5. Fixed assets Accumulated 


Government depreciation 
Original grant and Net book value 
_ cost _ (note 4(a)) amortization 1974 1978 
Equipmenterwacteat tes teres 3 SSS — $ 30,650 $ 25,301 $25,631 
Ship ocean simulator........... 84,711 $41,633 17,418 25,660 19,567 
Leasehold improvements ....... 25,638 = 1,059 14,579 Weer’ 
PatlernssamGtOClinG meen inerseer 162,574 34,622 76,816 Sig SO 37,360 
$328,874 $76,255 $135,943 
Total fixed assets .......... $116,676 $99,837 


Reference is made to note 6 (a). 


6. Loans and notes payable 
(a) Ontario Development Corporation (O.D.C.)— 


In 1973 the company entered into an agreement with O.D.C. under which O.D.C. agreed to 
advance an 8% venture capital loan of $100,000 and a 61/2% export support !oan of $150,000. 


The venture capital loan is being repaid over 10 years in blended monthly payments of principal 
and interest of $1,206. The export support loan is to provide funds to finance export sales and is 
repayable on demand. 


The loans are secured by: 
— chattel mortgage on all equipment owned by the company, 


—a floating charge on all other assets (except accounts receivable required to secure any bank 
loans), 


—an assignment and postponement for ten years of 12% convertible notes outstanding as 
described in note 6 (b), 


—an assignment of fire and export insurance policies, 


—an assignment of specific accounts receivable related to sales financed under the export 
support loan program. ; 


(b) 12% convertible notes— 


Under the terms of an agreement signed by the noteholders in favour of the Ontario 
Development Corporation, the 12% convertible notes cannot be redeemed until all loans from 
the Ontario Development Corporation have been repaid. Reference is made to note 6 (a). The 
notes are convertible at a price of $0.60 per share in whole or in part, at the option of the 
noteholder, into fully-paid and non-assessable shares of the company. 


7. Share capital 


(a) On April 10, 1974, a major Canadian financial institution purchased 297,000 treasury common 
shares for a net cash consideration of $178,200. These funds were used to reduce bank 
indebtedness and to provide working capital. This transaction has not been reflected in the 
consolidated balance sheet. 


(6) Under the terms of a stock option plan, 200,000 shares have been reserved for senior officers 
(150,000 shares) and key employees (50,000 shares) exercisable at a price equal to 90% of the 
market value of the shares on the date of granting the options. As at March 31, 1974, the 
company had granted options to purchase 80,000 shares to three senior officers and 40,000 
shares to key employees at an option price of $0.405. During the year, an option to purchase 
5,000 shares previously granted to a key employee expired upon his resignation. 


All of the share options are exercisable in the following percentages commencing with the date 


the option is granted: 
Percentage of original 
option exercisable 


CmRCR ISRO Al ON ODUON 4:2 carn aod See He Sy Owl on Bre hei wed aA 331/3% 
Pre eRe rIC) VOap Ol OPLOM «2. ce wv ces caved eae mn neh aur re ge wes 662/3% 
eS TONVOR OP ODOM 66 ncusciehei sence ns easy sae enendsinaeledes 100% 

The company has reserved the following unissued common shares: 
MO CKCOM Ol CME er Ce natn a ial, nL cub ten Sumas ym Mec 200,000 shares 
For 12% convertible notes payable (note 6 (b)) ......... 0. cece eee eee 306,750 shares 


506,750 shares 


8. Commitment 


At March 31, 1974 the company had a commitment under a premises lease to pay rent at an annual 
rate of approximately $30,000 up to November 30, 1979. 


9. Losses carried forward for income tax purposes 


The company has incurred losses to March 31, 1974 totalling $827,000 which can be carried 
forward for income tax purposes to be applied against any future income of the company within the 
time limits prescribed by law. 


10. Statutory information 


In accordance with Section 122.2 of the Canada Corporations Act 1970, it is reported that during the 
year there were nine directors (including two former directors) who received no remuneration as 


directors and seven officers who received $100,400 as officers. During the year four directors were 
also officers. 


